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O R D E R  

PROCEDURAL BACKGROUND 

The Commission entered its final Order in this proceeding 

on N o v e m b e r  20, 1984. Continental Telephone Company of Kentucky 

("Continental"), Cincinnati Bell Telephone Company ("Cincinnati 

Bell" 1 I ALLTEL Kentucky, Inc . ("ALLTEL" ) GTE Sprint Csmmunica- 

tlons Corporation ("Sprint"), AT&T Cmunlcatlons of the south 

Central States, Inc. ("ATTCOM"), General Telephone Company of 

Kentucky ("General"), South Central Bell Telephone Company 

('South Central Rell') and the Independent Telephone Group' filed 

timely petitions for reheating. MCI Telecmunications 

Corporation ("MCI") filed a reaponeo in support of various 

rehearing requests on December 20, 1984, and the Attorney 

1 Independent Telephone Groupr Ballard Rural Telephone Coop., 
Duo County Telephone Coop., Foothills Rural Telephone Coop., 
Harold Telephone Company, Highland Telephone Coop., Leslie 
County Telephone Company, Lewisport Telephone Company, Logan 
Telephone Coop., Mountain Rural Telephone Coop., North Central 
Telephone Coop., Peoples Rural Telephone Coop., Salem Tele- 
phone Company, South Central Rural Telephone Coop., Thacker- 
Grigsby Telephone Company, West Kentucky Rural Telephone Coop. 



General's Office ( " A G " )  filed a response to Sprint's application 

for reconsideration on December 21, 1984. 

On December 20, 1984, the Commission granted the petitions 

for rehearing for the limited purpose of allowing fur ther  consid- 

eration of them. Sprint filed a motion for leave to file a reply 

memorandum to the A G ' s  response on January 23, 1985. The AG ob- 

jected to that motion in its response filed January 30, 1985. By 

Order dated February 4, 1985, the Commission partially addressed 

the petitions by granting rehearing on certain issues involving 

billing and collection tariffs. The merits of other issues 

raised in the petitions for rehearing are addressed herein. 

ULAS Tariff 

Sprint requests rehearing on the implementation of the 

Universal Local Access Service ( " U L A S " )  tariff. Among other 

things, Sprint argues t h a t  the ULAS t4r i t€  is dfacriminatory i n  

Several respectGI contains reporting provisions inconsistent with 

requirements of the federal jurisdiction, improperly applies to 

interstate facilities, and is inconsistent with several Commia- 

sion policy objectives. 

On December 21, 1984, the AG filed its response to 

Sprint's petition. The AG contends that it is "no more than a 

rehash of arguments already rejected by the Commission,' and 

"does not constitute a basis for rehearing under KRS 278.40OeU2 

Tho AC urges t h e  Cammiamion to deny Sprint'a petition. 

AG'S response to Sprint. s application for reconeideration, 
page 2 .  
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The November 20, 1984, Order  in this proceeding drew a 

clear distinction between the allocation of local network non- 

traffic sensitive ("NTS") costs to interexchange carriers and the 

appropriate method of recovering these assigned costs. Indeed, 

these issues were addressed under different subheadings in that 

Order . Similarly, the Commission distinguished between the 

desirability of recovering NTS revenue requirements assigned to 

interexchange carriers via so-called "flat- rates and the spe- 

cific attributes of any particular tariff proposal accomplishing 

this. According to the November 20, 1984, Order, 

. . .the Commission does see merit in the general 
principle of recovering the revenue requirement 
associated with NTS plant through flat rates, 
wherever possible. This is currently being done in 
the case of end users through the payment o f  local 
exchange rates. Ideally, recovery of intrastate 
toll-related NTS costs allocated to interexchange 
carriers should also be recovered through f l a t  
rates. Abstracting from any issue of cost alloca- 
tion, if it is appropriate to levy flat rate 
charges on end users to recover assigned revenue 
requirement, it is similarly appropriate to levy 
flat rate charges on interexchange carriers to 
recover the assigned portion of costs. 

Sprint's petition does not directly challenge the Commis- 

sfon@s determination that intrastate toll services should con- 

3 

tinue to contrlbute to the N T S  costs of local networks, and that 

flat rate charges on interexchange carriers ie an appropriate 

mechanism €or these carriers to compensate local exchange carri- 

ers for the use of their N T S  Eacilities. In any event, Sprint 

has presented no new evidence or arguments to warrant rehearing 

November 20, 1984, Order, page 31. 
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of these determinations, What Sprint has presented is argument 

that the ULAS tariff adopted by the Commission ha6 several short- 

comings that were inadequately i n v e s t i g a t e d  during hearing or not 

fully considered by the Commission in its deliberations. T h e s e  

arguments raise c o n c e r n s  that are specifically related to the 

"channel charge" tariff as proposed by Dr. Ben Johnson, witness 

for the AG, 

The Commission was, and is, fully aware that several po- 

tential problems exist with the ULAS tariff. However, the Com- 

mission found that every proposal advanced in this proceeding 

concerning the treatment and recovery of NTS costa had short- 

comings. The ULAS tariff was the only proposal that both re- 

quired interexchange carriers to compensate local exchange carri- 

ers  for their use of NTS plant and accomplished this through flat 

rate payments. ~t was the Commission's opinion that t h e  desfra- 

bility of these fundamental aspects of the ULAS tariff octwelghed 

possible problems resulting from the choice of the base (in t h i s  

case, channel capacity) upon which flat rates are levied. There- 

fore, the Commission chose to adopt t h e  only proposal before it 

embodying these aspects with the full realization that modifica- 

tion of the specific detaila of t h e  proposed plan might be 

desirable or necessary. 

In its attack on the ULAS tariff, Sprint is treating this 

tariff as if it were in its final form. This is not the case, 

and the Commission clearly did not intend the tariff to be imple- 

mented without the opportunity to--while retaining the b a r i c  flat 

rate  .tructute--incorporate adjustment8 and/or modifications tha t  
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could alleviate or eliminate any undesirable properties. In 

adopting Dr, Johnson's approach the Commission recognized that 

further refinement would be both necessary and desirable. The 

November 20, 1904, Order provided for a technical conference or 

conferences to accomplish this purpose. It further provided 

that, '[ilf necessary, the Commission will hold a public hearing 

to decide any issues which cannot be resolved by the 

conference . a 4  

As the objections raised by Sprint do not go directly to 

flat rate recovery of NTS costs assigned to interexchange carri- 

ers, but rather to the choice of channel capacity as the base 

upon which to levy these rates, the Commission is of the opinion 

Sprint's concerns should be properly raised in comments during 

the technical conference phase provided for this purpose. For 

example, Sprint argues that a possibly refined and improved 

version of the ULAS introduced in Florida should be examined. 

Exhibit A attached to Sprint's petition indicates that the tariff 

introduced in Florida is a variant of Dr. Johnson's basic pro- 

posal presented in Kentucky, and as such can be properly con- 

~ 1 3 3 r n d  ln t h e  technical conference. s The alleged improper 

s=?lication of ULAS to interstate facilities also can be most 

usefully handled v i a  technical conference. In thlm forum 

November 20, 1984, Order, page 81. 

On January 23, 1985, Sprint file a Reply Memorandum to the 
A G ' s  December 21, 1984, response. The Commission has not 
addressed this reply because it considers the BHMOC tariff as 
proposed by Dr. Johnson in Florida simply a variant of the 
ULAS tariff proposed in Kentucky. 
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Sprint would have adequate opportunity to argue ita position that 

proposed ULAS tariffs contain this deficiency. Sprint and o t h e r  

parties would also have opportunity to propose modification to 

the tariff, such as an exemption or adjustment to correct the 

alleged deficiency. 

Another instance where Sprint can properly make  its argu- 

ments in the technical conference concerns alleged discrimination 
by the ULAS tariff against providers of switched data and other 

specialized services. According to Sprint's petition, 
. . .the twisted copper pair which is used for 
local loop - and which represents the bulk of NTS 
cost8 - cannot be used for many applications, such 
as high speed switched data and video conferencing. 
(Johnson, Tr. at 222.) Accordingly, a provider of 
such serv ices derives no benefit from local NTS 
plant, and must employ some other means of reaching 
customer premises. Nonetheless, ULAS would assess 
full per-channel chargee upon euch a carrier for 
the useless "privilege" of usi g the local network. 
(Compare Johnson, Tr. at 222 . )  

However, Sprint's cross-examination on this point clearly 

8 

establishes that this is not necessarily the case: 

0 Dr. Johnson, assuming t h a t  there are services 
for which twisted copper pair is not an appro- 
priate means of access, would you assess this 
access charge on a carrier that bypasses ,  for 
example,  using coaxial cable in order to pro- 
vide access €or high speed data? 

A Unless an exception le granted,  t h e  charge 
would apply. 

Q Well, would you grant an exception-- 

A The Comieslon can decide which exceptions are 
necessary. The-I'm not trying to suggest that 
the specific exceptions given in the t a r i f f  

Sprint*r application for reconsideratfon, page. 7 - 8 .  
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have to be all inclusive. That there--that 
somebody could not come forth with a situation 
in which an additional exemption or exception 
should be provided. But I do believe in the 
principle that we should start with a tariff 
which applies in all situations and then make 
exceptions as it becomes clear that exceptions 
are warranted in tpe interest of fairness. 
[Emphasis supplied.] 

The Commission is aga3.n of the opinion this is a proper matter 

for the upcoming technical conference(s1. 

This Commission and the telephone companies in Kentucky 

have had no experience with flat rate revenue recovery from 

interexchange carriers. Thus, sprint is alleging effects that 

are necessarily unknown in their seriousness and magnitude, even 

if the arguments presented in the rehearing petition were cor- 

rect. This lack of prior experience and the attendant uncertain- 

ty are precisely why the Commission chose to initially recover a 

modcat amount of revenue v i a  thia tariff structure. Only experi- 

ence will definitively demonstrate advantagea and disadvantages 

and possible unintended side effects. This fact shnuld n o t  deter 

the Commission from taking the initial steps necessary to imple- 

ment what it has determined to be a fundamentally desirable 

access charge structure. The Commission welcomes--and through 

the November 20, 1984, O r d e r ,  has invited--constructive criticism 

and suggestions f r o m  all parties in order to fashion the m o s t  

desirable system of flat rate charges on interexchange carriers. 

Therefore, for the reasons l i s t e d  above, t h e  Commission will deny 

Transcript of Evidence, July 31, 1984, pages 222-223. 
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Sprint's application for rehearing on the implementation of the 

ULAS tariff. 

ULAS Payments and the Access Discount 

In its  application for reconsideration Sprint contends 

that the Commission's Access Charge Order dated November 20, 

1984, should be clarified to apply t h e  n ~ c e s ~ j  differential ( d i s -  

count) to ULAS payments. Sprint argues that the Order fmplicftly 

makes the discount applicable to ULAS payments. Sprint's argu- 

ment is incorrect. 

The Commission has determined that Jurisdictional local 

exchange carriers will recover intrastate NTS costs through a 

combination of the Carrier Common Line Charge ("CCLC") and the 

residual by means of a flat charge on carriers based on their 

total installed channel capacity. In effect, a portion of the 

NTS costs will be recovered through t h e  ULAS tariff. The per- 

centage of NTS costs recovered by ULAS can be expected to 

increase over time as the CCLC is "phased-out." 

The Commission notes that in the same time period that the 

CCLC is "phased-out," and revenues from the ULAS tariff increase, 

the percentage of customer access lines served by central offices 

providing equal access to Other Common Carriers ("ocCS") is 

expected to show a substantial increase. Since NTS charges are 
based ouhatsntlally on the fixed costs of customer access lines, 

t h e  Increase in revenues collected under the ULAS tariff will 

therefore to a large degree reflect NTS costs related to acce8s 

lines served by equal access offices. 

-8- 



In contrast, the revenues initially collected under the 

ULAS tariff will be minimal relative to the revenues collected 

from the CCLC. Although a percentage of the revenues collected 

under the ULAS tariff will be associated with NTS costs of access 

lines served from non-equal access offices, the minimum level of 

this revenue argues against ~ \ t t e m p t + n ~  to apply ap access d i s -  

count to the channel charge. The additional administrative 

burden of segregating the originating and terminating channel 

points by equal and non-equal access office would simply not be 

warranted due to the minimum revenues involved initially. Addi- 

tionally, as stated previously, the increase in revenues from the 

channel charge will generally be associated with NTS costs 

related to customer access lines served by equal access offices. 

Therefore the channel charge revenues related to non-equal access 

office acce4s Iln-s can he expected to be a continually decreas- 

ing percentage of the total channel charge revenues, and would 

not warrant the additional administrative burden incurred by 

attempting to apply an access discount to those charges. 

The Commission has therefore determined that tho access 

discount will not be appllcable to channel charges collected 

under the ULAS tariff. Sprint's petition will therefore be 

denied with respect to this issue. 

Equal Access Conversionst 

In its petition for rehearing ALLTEL has expressed concern 

that the Commlsslon'8 Order of November 20, 1984, may be read to 

require that local exchange carriers take extraordinary steps to 
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convert their central offices to provide equal acce88 to the 

OCCs. ALLTEL's concern is unfounded. 

T h i s  case was not designed, nor was it the Commissfon's 

intent in this matter, to develop any plan or directive for the 

Independent Telephone Companies to convert central  offices to 

provide equal access i n t e r c f i n n e c t i o n s .  Therefore, an interpre- 

tation to the contrary would be incorrect. 

Normally, t h e  provision of equal access interconnections 

requires a software-controlled electronic ( d i g i t a l )  central 

office. The majority of central offices in Kentucky are of the 

electromechanical type and were not designed to provide this type 

of access. While the provision of equal access is a desirable 

feature, consideration must be given to the economic timing of 

conversions since conversions can be quite expensive. Should it 

become necessary or desirable to consider requiring a schedule of 

equal access conversions for the Independent Telephone Companies, 

this would properly be the subject of a siparate proceeding. 

Therefore the Commission has determined that no rehearing or 

reconsideration is necessary concerning this item of ALLTEL's 

pet i t ion . 
Default Traffic 

Sprint contends that t h e  Commission erred In its decision 

to route all default traffic to ATTCOM. Sprint alleges there is 

no evidence upon the record which lends any support to the Com- 

mission's findings . Sprint contends "there is no evidence that 

other carriers lack the capacity to handle default traffic" and 

[ n] either is there any relationship between 'ubiquity' and the 
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ability to  carry default traffic on exchanges where originating 

is provfded." Further Sprint alleges "[tlhe access charge also 

improperly applies to interstate default traffic,"' thue exceed- 

ing this Commission's jurisdiction. Therefore Sprint requests 

rehearing to consider alternative allocation schemes for default 

traffic and to clarify jurisdiction in t h e  original Order. 

First as to Sprint's contention that the Commission failed 

to base its decision upon the record as developed in this case, 

South Central Bell, General and Cincinnati Bell in the May 31, 

1984, hearing indicated their intention to route default traffic 

to ATTCOM in offices where equal access was available. Sprint as 

well as other OCCs did not challenge the exchange  carriers in 

either cross-examination or in their final brief in this case. 

Furthermore Sprint during the intervenor phase of the hearing was 

given ample opportunity--through its own witness--to propose 

alternative allocation methods but Sprint failed to raise the 

issue. Thus the Commission's decision was based on the single 

alternative on the record. 

Insofar as Sprint's contention that the Commission should 

disregard "ubiquity" in the determination of a default traffic 

allocation method the Commission disagrees. Tho Commission con- 

cedes that some OCCs have ubiquitous terminating capacity and in 

equal access offices--where OCCs choose to serve--these OCCs have 

t h e  capability of originating default traffic. However the COm- 

mission is concerned that Implementation of an allocation method 

a sprint's application for reconsideration, page 24. 
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for each individual office would have two undesirable side 

effects. ~ i r s t ,  t h e  ~ommiseion l a  of the opinion that it would 

result in needless customer confusion and even adverse customer 

reaction during what is already a chaotic period in telephone 

service. Second, the value of default traffic would be diluted 

and alternative allocation methods that the Commission intends to 

consider in the future could lose their viability. Therefore by 

routing all current customer intrastate default traffic to 

ATTCOM--the only carrier with the ubiquity and capacity to origi- 

nate interexchange traffic statewide--the Commission can avoid 

these side effects. Therefore the Commission denies Sprint's 

petition for rehearing on the default traffic issue. 

The Commission will clarify its Order concerning its jur- 

isdiction over default traffic. Though the Commission is f i n l y  

of the opinion that its Order in this matter does not conflict 

with either the Modified Final Judgment or the decisions of the 

Federal Communications Commission ("FCC" ) , it is a l so  fully cog- 

nizant that its authority is limited to t h e  intrastate jurisdic- 

tion and was in no way attempting to assert jurisdiction over the 

allocation of interstate default traffic. Thc Order SpplieB only 

to intrastate interLATA default traffic. 

Jurisdictional Reporting 

Sprint challenges the Commission's decisions requiring 

juriedictional reports of interexchange carriers' traffic based 

upon the methodology developed in Administrative Case No. 273, An 

Inquiry into Inter- and IntrsLATA Intraetate Campetition in Tall 

and Related Services Markets in Rentucky. The Commission adopted 
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this approach for intrastate reparting because in its opinion the 

“line order” method currently specified in the interstate tariffs 

by the FCC w a s  subject to manipulati~n.~ Furthermore, the impact 

of any misreporting of intrastate traffic to Kentucky could have 

ramifications for both the interLATA and intraLATA markets. 

Sprint has not provided any argument or information in Ita 

application to change the Commission’s original decision to 

require a reporting mechanism that is reasonably accurate and 

less apt to result in misreporting or abuse. The Commission is 

aware of the proceeding at the FCC wherein HCI has requested the 

FCC to preempt state commissions in this area, but no decision 

has yet been rendered.” Therefore, Sprint’s application is 

denied in this regard. 

print a l so  challenges the Commission’s decision imposing 

“accoun*t¶ng and auditing requirements” since Sprint contends the 

FCC’s requirements take precedence in that field, citing S220  of 

the Communications Act. l1 The Commission disagrees with Sprint’s 

contention that this Commission lacks the authority to prescribe 

reasonable records Sprint should retain in support of its 

B 
I 

jurisdictional reports to local exchange carriers of its 

intrastate traffic. Szcticn 2 2 @ ( g )  only requires that Sprint’s 

interstate books  of account, records, etc., are kept in 

accordance with the PCC’a rules, not its intrastate records. 

November 20, 1904, Order, pages 02-03. 

lo M C I  Petition for Declaratory Ruling, dated September 10, 1984. 

l1  Sprint’s Application for Reconsideration, pages 14-15. 
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Furthermore, the Commission’s decision doea not provide for 

audits upon demand by local exchange carriers as the FCC found to 

be objectionable in the  local exchange carriers’ proposed 

interstate tariffs: the Commission‘s Order only requires t h e  

retention of records for a reasonable time by Sprint so that if a 

dispute arises, information will exist for the Commission to 

resolve the controversy. 

Access Compensation and Revenue Requirements 

ALLTEL 

In its petition for rehearing ALLTEL” expressed several 

concerns with the Commission’s findings regarding accese 

compensation and revenue requirements. These concerns include 

information filed by South Central Bell and used by the 

Commission to determine access compensation and revenue 

requirements, access services rate development, and development 

of the intraLATA pool compensation agreement. 

First, ALLTEL states that it, 

. . .is not sure of the derivation or accuracy of 
the figures submitted by South Central Bell and is 
n o t  fully cognizant of any adjustments to the data 
which may have been made by either South Central 
Bell before suyyission or the Commission during its 
annual i zat ion. 

ALLTEL adds that its concerns are “hefghtenetl by the 

statements of several other local exchange carriers that the 

Commission’s f indinge of their toll revenue requirements are 

l2  Formerly Allied Telephone Company of Kentucky. 

l3 ALLTEL‘s petition for rehearing, page 2. 
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inaccurate," that "there is an insufficient record basis from 

which to make these findings," that it "hat3 had an insufficient 

opportunity to determine the accuracy of these calculations", and 

that if its "toll revenue requirements arc  understated, as it 

suspects, it will be denied a reasonable opportunity to earn a 

fair and reasonable return from its intrastate toll services. a14 

Therefore, ALLTEL requests that the Commission reconsider 

its disposition of access compensation and revenue requirements, 

and , 
. . .suggests that the Commission clarify its Order 
to state that the revenue requirements for ALLTEL 
and other LECs [local exchange carriers] are not 
necessarily to be used in setting new tariff rates. 
If, on the other hand, the Commission intends that 
t h e  LECs Zse the revenue requirement found in the 
Order in setting n e w  access charges, ALLTEL 
requests the Commission to grant a rehearing on 
this matter to allow the production of additional, 
up-to-date data by South Central Bell and other 
LECs from which thf5LECs' toll revenue requiremente 
may be calculated. 

ALLTEL eummarizeo and reiterstes its position as follows! 

Permanent access charges should be based on 
the most current data available. Furthermore, 
since permanent rates are not scheduled to be ef- 
fective until April 1, 1985, there is not compel- 
ling reason or justification for using the figures 
determined by the Commission using partial 1984 
data. Moreover, It is ALLTEL's belief and under- 
standing that the partial 1984 data submitted by 
South Central Bell contains errors and therefore 
must be corrected to more accurately reflect the 
LECs' actual revenue requirements. Forcing the 
LECS to set access charges on inaccurate data may, 
and probably would, r e s u l t  in a widespread 

l5 Ibid., page 3 .  
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underrecovefg of access related revenue require- 
ments. . .. 
In addition t o  its concerns regarding access compensation 

and revenue requirements, and rate development, ALLTEL states 

that the Commission's Order of November 2 0 ,  1984, can be inter- 

preted to exclude local exchange carriers from participating in 

the development of the intraLATA pool compensation agreement 

outlined in the Order and which the Commission ordered South 

C e n t r a l  Bell to file as intraLATA pool administrator. "There- 

fore, ALLTEL requests the Commission to clarify its order to 

permit other Kentucky LECs to work with South Central Bell in the 

development and implementation of this agreement and these 
procedures. a 1 7  

In its Interim Order of December 29, 1983, the Commission 

approved an interim compensation plan'' with certain 

modifications, to replace the traditional separations and 

settlements process, which, historically, had been used to d i v i d e  

-iIX!jfig distance and toll private line revenues among local exchange 

carriers. The Commission approved the interim compensation plan 

pending final disposition of this case and the development of a 

permanent canpenastian p l a n .  

'' I b i d  ' page 7 .  

Interim Compensation Annex to the Agreement for the Provision 
of Telecommunications Services and Facilities, November 308 
1983. 
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The interim compensation plan was filed on a joint basis 

by ALLTEL, South Central Bell, General, Continental, and t h e  

Independent Telephone Group. l9 The Commission found t h a t  the 

interim compensation plan provided "a reasonable method of 

compensation to the exchange carriers and a reasonable level of 

charge to the interexchange carrferls) .*** However, in order to 

alleviate doubts e x p r e s s e d  by certain parties concerning the 

revenue impact of the interim compensation plan, the Commission 

also stated "the opinion that the parties t o  t h e  inter im 

settlement should be granted the opportunity to monitor the 

results of the plan and, if necessary, allowed to audit the  

results. '*' Moreover, t h e  Commission ordered that South Central 

Bell, as administrator of the interim compensation plan, 

. . .should report €or each exchange company (in- 
cluding itself, Cincinnati Bell and the cost set- 
tl@3IN?nt companies) by month, the actual interLATA 
and intraLATA results of this temporary plan and a 
comparison of t h e s e  results by company with t h e  
results that would have occurred for those months 
of operations under the existing settlement proce- 
dures. This report should specifically identify 
the interLATA and intraLATA minutes [of) use, the 
amount, if any, of the intraLATA pool'a r e s i d u a l ,  
the funds by individual average schedule company 
t h a t  are required to "make whole", the admlni9tra- 
t i v e  costs, network exponaes,  i n t r a s t a t e  official 
tall nnd thn f u l l  distribution of the  remainder to 
each company based on the number of access lines. 
Further, SCB [South Central Bell] be and it hereby 
is authorized to aecure any information it needs 

Joint Comments of Allied Telephone Company of Kentucky, South 
Central Bell, General, Continental, and the Independent 
Telephone Group, November 30, 1983. 

19 

2o Interim Order, December 29, 1983, page 4. 

21 I_ I b i d . ,  page 5 .  
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for t h i s  report from any of the exchange and inter- 
exchange2fompanies under this Cmmission's juris- 
diction. 

South Central Bell has filed the information required by 

the Commission's Interim Order of December 298 1983, including 

explanations of development sources and adjustments. 23 

Although available to all parties in this case and subject 

to audit by all parties in this case, neither ALLTEL nor any 

other party in this case questioned the information filed by 

South Central Bell and used by the Commission in its Order of 

November 2 0 ,  1984, to determine access compensation and revenue 

requirements prior to the time the Order was issued. Considering 

the circumstances, it seems reasonable to the Commission that if 

ALLTEL has been and continues to be uncertain as to the develop- 

ment of the information, the accuracy of the information, or 

adjustmentsZ4 to the information filed by South Central Bell , 

2 2  

23 

24 

Cincinnati Bell has separately filed the information required 
by the Commission's Interim Order relative to its own 
operations. 

To the best knowledge of the Commission, all adjustments to 
the information have been noted in South Central Bell's 
reports. However, in order to verify that this is the case, 
the Commission will require South Central Bell to certify to 
the Commission that all adjustments to the information have 
been in fact noted in its reports. In the event some adjust- 
ments to the information have not been noted in its reports, 
the Commission will require South Central Bell to provide a 
full explanation of any such adjustments. 
Also, for the sake of clarity in the record, the Cammission 
will advise ALLTEL and o t h e r  parties to the case that no 
adjustments were mane by the Commission in its annualization 
of the information, except to exclude official toll, which is 
discussed elsewhere in this Order. 
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then ALLTEL should exercise its option to seek an audit pursuant 

to the Commission's Interim Order of December 29, 1983. In the 

event that ALLTEL discovers omissions in the development of the 

information, errors in the accuracy of the information, or 

problematic adjustments to the information filed by South Central 

Bell, then ALLTEL should provide a report to the Commission 

concerning Its findings. Since this audit recourse is ava i lab le  

to ALLTEL and in view of the f a c t  that ALLTEL has not raised any 

specific allegations, the Commission will deny ALLTEL rehearing 

concerning the development of the information, the accuracy of 

the information, and adjustments to the information filed by 

South Central Bell. 

In more general terms, the Commission is fully sympathetic 

to ALLTEL's apparent anxiety concerning access compensation and 

revenue requirements and the impact that changes in accees corn- 

pensation and revenue requirements, as well as changes in the 

overall telecommunications environment, might have on its earn- 

i n g s .  Nonetheless, the Commission cannot rely either on undocu- 

mented "statements" made among local exchange carriers or on 

ALLTEL's undocumented "suepicion8" a8 basea for modifying i t a  

actions. The Commission is of the opinion that a l l  parties i n  

t h i e  case have had ample opportunity to review the record and 

that the record in this case is fully sufficient to support it8 

actions. 

In addition to its concern about the information filed by 

South Central Bell and the Commission's use of the information to 
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determine access compensation and revenue requirements, ALLTEL 

requests that the Commission rnodifp its Order of November 2 0 ,  

1984, to state that access compensation and revenue requirements 

found in the order are not to be used as a basis for rate 

development 

In its Order of November 20, 1984, the Commission allowed 

ALLTEL and other local exchange carriers to adopt the interstate 

National Exchange Carrier Association Acceas Services Tariff for 

intrastate interLATA use, except as certain modifications were 

required to conform with the compensation plan outlined in the 

Order, the Commission's findings relative to billing and collec- 

tions services, which is a s u b j e c t  of rehearing, and other policy 

matters. 25 It is noteworthy that none of these modifications 

affected access services rates in t h e  National Exchange Carrier 

Association's tariff. 

The Commission's action in its Order of November 20 ,  1984, 

means that ALLTEL and other local exchange carriers can adopt 

National Exchange Carrier Association access services rates as 

effective with the FCC on May 258 1984.26 Insofar  as National 

Exchange Carrier Association access services rates differ from 

the interim access services rates in effect under the authority 

- 
25 Order, November 20, 1984, page 68. 

26 Since  there has been some question as to whether the Commis- 
sion intended that local exchange carriers c o u l d  adopt 
Natlonsl Exchange Carrier Association access services ratea in 
effect at the time of its Order of November 20, 1984, or as 
proposed in a rate case then pending before the FCC, the Com- 
mission w i l l  add this stipulation to clarify the record in the 
case. 
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of the Commission, the Commission recognizes that the adoption of 

National Exchange Carrier Association access services rates w i l l  

affect the structure of interLATA and intraLATA access compensa- 

tion and revenue requirements. However, at the same time, the 

Commission recognizes that the adoption of National Exchange 

Carrier Association access services rates will not af fec t  the 

amount of any local exchange carriers' interLATA or intraLATA 

access compensation and revenue requirements as discussed In the 

Commission's Order. The continued assurance of revenue atability 

is an essential aspect of t h e  Commission's Order of November 20, 

1984, and is consistent with the Cornmission's concern about 

revenue stability as expressed in its Interim Order of December 

29, 1983. 

Access compensation and revenue requirements discussed in 

the Commission's Order of November 20, 1984, were based on reve- 

nues from interim interLATA access services rates made effective 

January 1, 1984, and intraLATA pool compensation, including 

"make-whole" payments and residual disbursements, under the 

in ter im compensation plan approved by t h e  commission in i t a  

I n t e r i m  Order of December 29, 1983. The aggregate combination of 

these sources of revenue generate baseline access compensation 

and revenue requirements in 1984 a t  least equivalent to 1984 

eettlements using 1983 aattlamant methodology. 27 Any deviation 

*' In f a c t ,  1984 accees services revenuee, and intraLATA pool c m -  
pensation exceeds 1984 eettlemente using 1983 settlements 
methodology, due to r e s i d u a l  disbursements. The availability 
Of f u n d s  for residual disbursements is due to market growth in 
1984 compared to 1983. 
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from 1984 baseline access services revenue8 and IntraLATA pool 

compensation in the future will result from market forces, rate 

case action, or the development of intrastate access services 

cost information. 

Access compensation and revenue requirements discuaeed in 

the Commission's Order of November 20, 1984, have no direct rela- 

tionship to any particular set of access services rates or ta 

rate development and were not intended to be used as a basis for 

rate development. Instead, as indicated, access Compensation and 

revenue requirements discussed in the Order relate to sources of 

revenue under the interim compensation plan approved in the Com- 

mission's Order of December 29, 1983.28 In the opinion of the 

Commission, with this clarification, it is unnecessary to grant 

ALLTEL rehearing an the issue of rate development. Therefore, 

the Commission w i l l  deny ALLTEL rehearing on this issue. 

In addition to concern about rate development, ALLTEL 

questions the Commission's use of #partial 1984" information to 

determine access compensation and revenue requirements. 

The Commission agrees with ALLTEL that access compensation 

and revenue requirements should be determined based on the most 

current available information. Indeed, i n  its Order of N o v e m b e r  

20, 1984, the Commission explained that access compensation and 

28 Indeed, to the extent that intrastate access services cost 
information is not available and to the extent that the Com- 
mission's Order of November 2 0 ,  1984, does not allocate access 
compensation and revenue requirements to any access services 
rates, access compensation and revenue requirements discussed 
in the O r d e r  should not be used as a basis  for rate 
developmen t . 
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revenue requirements discussed in the Order were based on fncom- 

plete information and that, as complete information became avail- 

able, t h e  information would be updated.29 In the opinion of t h e  

Commission, no fur ther  explanation of its intent in this area is 

necessary and ALLTEL should not be granted rehearing on this 

matter. 

Finally, in addition to its c o n c e r n  about the CommIssion'8 

use of 'partial 1984' information to determine access compensa- 

tion and revenue requirements, ALLTEL requests that the Commis- 

sion clarify its Order of November 20, 1984, to allow all local 

exchange carriers the opportunity t o  participate i n  the bevelop- 

ment and implementation of the intraLATA pool compensation plan 

outlined in t h e  Order. 

In its O r d e r  of November 20, 1984, the Commission ordered 

South Central Bell, as  intraLATA pool administrator, to "develop 

and file with the Commission an intraLATA pool compensation 

agreement consistent with the provisions of this Order. . .. "30 
Furthermore, the Commission ordered South Central Bell to 

"develop and file with the Commission a description of the 

procedures neceseary to implement and adminiater t h e  intraLATA 

pool compensation agreement. . .. '31 
The intent of the Comm~ssionns Order of November 20, 1984,  

was to develop the record in this case by placing into the record 

29 order, November 20, 1984, pages 44-46.  

30 -* Ibid ' page 90. 
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the intraLATA pool compensation agreement t h a t  w i l l  govern intra- 

LATA pool compensation in the future. In so doing, the C m i s -  

sion did not intend to exclude any local exchange carrier from 

participating i; the development and lmplementation of the intra- 

LATA pool compensation plan outlined In the Order. 

The intraLATA pool compensation agreement and technical 

description that the Commission required South Central Bell to 

file has been filed and is now a part of the record in this case. 

The Commission will allow all local exchacge carriers the oppor- 

tunity to review and comment on the intraLATA pool compensation 

agreement prior to its approval. Comments on the inttaLATA pool 

compensation agreement and technical description filed by South 

Central Bell should be filed with the Commission within 20 days 

from the date of this Order.  In the event that the Commission 

receives comments that require either a formal conference or a 

hearing, such a €orma1 conference or hearing will be mcheduled. 

Continental 

In its petition for reconsideration, Contfnental states 

that the information contained in the tables attached to the 

Comission 's  Order of November 20, 1984, should be "updated to 

more accurately reflect actual January through August interLATA 

billing, intraLATA pool compensation, and intraLATA private line 

settlements. m 3 2  

32 COntfnental'S petition for reconsideration, December 10, 1984, 
page 1. 
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As also  discussed in the case of ALLTEL, in its Order of 

November 20, 1984, the Commission explained that access compensa- 

t ion  and revenue requirements discussed in the Order w e r e  baaed 

on information required by the Commission's Interim Order of 

December 29, 1983, concerning interLATA and intrsLATA access 

compensation and revenue requirements in 1984 under the interim 

compensation plan.  Furthermore, the Commission explained i n  the 

Order that since a full 12 months of infomation was not availa- 

ble, it had annualized information for the 8-month period 
* 

January-August 1984 for the purpose of illustrative discussion, 

and stated that "[als additional data are filed from month to 

month, the annualized information discussed in this Order will be 

adjusted to reflect actual interLATA access compensation and 
intraLATA pool compensation €or the year 1984. "33 

In the opinion of the Commission, no more complete state- 

ment can be made as to the Commission's intention to update the 

information contained in the tables attached to its Order of 

November 20, 1984, as information becomes available for the 

period September-December, 1984. Thus, Continental should not be 

granted rehearing on this matter. 

In addition to its request that t h e  Commission update the 

information used to determine access compensation and revenue 

requirements, Continental also requests that the Commission 

reconsider its disposition of IntraLATA private line or special 

access compensation in its Order of November 20, 1984, stating 

" Order, November 20 ,  1904 ,  pegs 4 s .  
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that the Commiesion changed the method of intraLATA private line 

or special access compensation among local exchange carriers. 34 

Under the Interim compensation plan outlined in the Com- 

mission's Interim Order  of December 29, 1983, intraLATA private 

line and foreign exchange or special access compensation is aep- 

arate from other intraLATA pool compensation, which involves the 

distribution of intraLATA message and wide area telecomrr,unica- 

tions toll revenues. In its order of November 20,  1984, the Com- 

mission combined intraLATA private line and foreign exchange or 

special access compensation with other intraLATA pool cmpenaa- 

tion. 

Continental requests that the Commission reconsider the 

change in intraLATA private line and f o r e i g n  exchange or special 

access capensation for two reasons. First, Continental cites 

administrative reasons. Neither interLATA nor intraLATA private 

line and foreign exchange or special access billing is part of 

any automated billing system and to mechanize intraLATA private 

line and foreign exchange or special access billing would impose 

an unreasonable burden on local exchange carriers. Second, 

Continental cites the status of interstate private line and for- 

eign exchange or special access tariffs, which local exchange 

carriers generally desire to mirror for intrastate use. That is, 

34 Continental's petition for reconsideration, December 10, 1984, 
pages 1-2. 
Although its petition is not explicit, presumably, Continental 
intends to include intraLATA foreign exchange compensation i n  
its  discussion of private line or special access. 
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the PCC has not given final approval t o  any interstate private 

line and foreign exchange or special access tariffs. 

For these reasons, Continental recommends that the Commis- 

sion modify its Order of November 20, 1984, and allow intraLATA 

private line and foreign exchange or special access compensation 

on the following basis: 

A separate pool would be administered for IntraLATA 
private line. IntraLATA private line revenues 
would be turned over to t h e  pool. Each company 
would compute a private line cost per circuit, 
based on t h e  1983 cost study, and apply I t  to the 
number of circuite for 1984. This would 32 each 
company's intraLATA private line settlement. 

The intent of the Commission's Order of November 20, 1984, 

was to simplify intraLATA pool compensation by combinina lntra- 

LATA private line and foreign exchange or special access campen- 

sation with other intraLATA pool compensation. Howeverl i f  com- 

bining intraLATA private line and foreign exchange or special 

access compensation with other intraLATA pool compensation causes 

unforeseen administrative difficulties, as indicated by 

Continental as well as other parties in this case, then the Com- 

mission will modify the order and allow intraLATA private line 

and foreign exchange or special access compensation to continue 

on a separate basis, consistent with the guidelines established 

in t h e  Commission's Interim Order of December 29, 1983, and its 
Order of November 20, 1984. Such action will not affect intra- 

LATA private  line and foreign exchange or special accenb or other 

intraLATA pool compensation to any local exchange carrier. 

. .  



Under the Commission's Interim'Order of December 29, 1983, 

1984 intraLATA private line and foreign exchange or special 

access compensation is based on 1983 cost s c h e d u l e  or 1966 

average cost schedule cost per circuit applied to the number of 

This is the basis of circuits in service in 1904. 36 

Continental's recommendation concerning the determination of 

intraLATA private line and foreign exchange or special access 

compensation. 

A t  this time, the Commission will not change the method of 

determining intraLATA private line and foreign exchange or 

special access compensation authorized in its Interim Order of 

December 29, 1983, due to t h e  unknown revenue consequences of any 

change, except t h a t ,  in order to make its i n t e n t  clear, the Com- 

mission states  that 1985 intraLATA private line and foreign 

exchange or special access compensation s h o u l d  continue on the 

basis of 1983 cost s c h e d u l e  or 1966 average cost schedule cost 

per circuit applied to the number of circuits in service i n  1985. 

That is, in effect, t h e  cost basis on which intraLATA private 

line and foreign exchange or special access compensation O C C U ~ B  

should not be changed without evidentiary showing before the 

Commirrion. 
~ 1 8 0 ,  the Commission hereby a d v i s e s  all parties i n  this 

c a m  that it desires to entertain an alternative method of 

36 The 1966 private line average cost schedule negotiated between 
AT&T and the United States Independent Telephone Aseociation 
ie  the most recent available private line average cost 
schedule . 
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determining intraLATA private line and foreign exchange or 

special access compensation, at some future time. The Conmission 

is of the opinion that intraLATA private line and foreign 

exchange or special access compensation should occur on the basis 

of a local exchange carrier's intraLATA private line and foreign 

exchange or special access rates,37 rather than on the basis of 

cost schedule or average cost schedule cost per circuit, which 

may or may not bear any relationship to a local exchange 

carrier's intraLATA private line and foreign exchange or special 

access rates. Therefore, the Commission will require South 

Central Bell, as administrator of the intraLATA private line and 

foreign or special access compensation plan, to file a revised 

intraLATA private line and foreign exchange or special a c c e ~ s  

compensation plan(s1, consistent with the Commission's 

observations and including a detailed analysis of revenue impact, 

at such time as South Central Bell can develop an alternative 

plan(s) and related information. 

37 In the opinion of the Cornmiasion, matching 1ntratATA privata 
line and foreign exchange or special access canpeneation with 
intraLATA private line and foreign exchange or special access 
rates ia reasonable. However, the Commission's opinion is not 
intended to preclude the consideration of other alternatives. 
For example, the intraLATA message and wide area telecommuni- 
cations pool is funded through uniform intraLATA toll sched- 
ules, while local exchange carrier intraLATA pool compensation 
occurs on the basis of interLATA access services rates applied 
to the intraLATA environment. A similar mechanism may be 
appropriate relative to the IntraLATA private line and foreign 
exchange or special access pool. 
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General 

General raised three issues concerning accesn compensation 

and revenue requirements in its petition for rehearing. These 

issues include the tables attached to the Commission's Order of 

November 20, 1984, and t w o  ordering paragraphs in the Order. 

~ i r s t ,  among the issue areas in General's petition for 

rehearing, General states that certain information contained in 

t h e  t a b l e s  a t t a c h e d  to t h e  Commission's Order of November 2 0 8  

1984, is incorrect and should be corrected by a Supplemental 

O r d e r .  38 

At thia time, the Commission will not issue a Supplemental 

Order to correct any information contained in the tables attached 

to its Order of November 20 ,  1984, pending the availability of 

final 1984 access compensation and revenue requirements informa- 

tion, the content of which may be somewhat modified by thia 

Order. NOnetheleSS, the Commission will address General's 

concerns . 
Specifically, General states that Table l r  Total Revenue 

Requirement, "does not reflect General's current revenue require- 

ment . n39 According to General, the revenue requirement stated in 

Table 1, 

. . .is the 1984 estimate for switched services 
which was developed and furnished in the third 
quarter of 1983 before definitive information 
became available. . .dooe not include the private 
line omtimate. . . land1 neodm to he correctod to 

38 General's petition for rehearing, page 2. 

39 I b i d .  
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include private line, and should be updated to 
reflect thqo current 1984 levels of expense and 
investmen t . 
It is unclear as to what estimate of switched services 

General is referring to in its Petition for Rehearing. Presuma- 

bly, it is an estimate that is not itself a part of the record in 

this case, but which was furnished to South Central Bell and used 

to estimate 1984 interLATA and intraLATA message and wide area 

telecommunications services settlements under the 'Interim Com- 

pensation Annex to the Agreement for the Provision of Telecommun- 

ications Services and Facilities,' approved by the Commisaion in 

its Order of December 29, 1983.41 In any event, in ita Order of 

November 20, 1984, the Commission based its findings concerning 

General's access compensation and revenue requirement8 on 

General's own representation of its interLATA access Compensation 

and revenue requirement as filed with the Commission on August 

14, 1984, and information required by the Commlaaion'a Interim 

Order of December 29, 1983, concerning intraLATA ucce88 

compensation and revenue requirement in 1984 under the interim 

compensation plan. A s  such, no estimated information ha8 been or 

will be involved in the Commisaion's f inding6 concerning 

General's access compensation and revenue requirements. Instead, 

40 - Ibid. Although its petition is not explicit, as in the case 
of Continental, presumably, General intends to include intra- 
LATA foreign exchange in its discussion o€ private line or 
spacial accesm. 

41 See Attachment to Interim Compensation Annex to the Agreement 
for the Provision of Telecommunications Services and Facili- 
t ies ,  November 30, 1983. 
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the Cammission@s findings concerning General's access compensa- 

tion and revenue requirements have been and will continue to be 

based on actual 1984 infomation. 

Like the CCBB OE ALLTEL, to the extent t h a t  General is 

concerned that private line and foreign exchange OK special 

access revenues have not been included in the information filed 

by South Central Bell, then General should exercise its option to 

seek an audit gurauant to the C0mmi88iOn'e~ Interim Order of 
December 29, 1983. In the event General discovers t h a t  p r i v a t e  

line and foreign exchange or special access revenue8 have not 

been included in the information, then General should provide a 

report to the Commission concerning Its findings. 

However, in view of the point raised by General, as well 

as similar points raised by other parties i n  this case, the Com- 

mission will indicate tha t  it f e  of the opinion t h a t  interLATA 

and intraLATA private line and foreign exchange or special access 

revenues should be Included In the information filed by South 

Central Bell. Therefore, to the extent that interLATA and lntra- 

LATA private line and foreign exchange or special access revenues 

have not been included in the information filed by South Central 

Bell, then South Central Bell should file revised information 

that includes interLATA and intraLATA private line and foreign 

exchange or special access revenues. 

I n  addition, concerning the intonnation contained l n  t h e  

tables attached to the Commission's Order of November 20, 1984, 

General states that the amount of interLATA network campansation 

stated in Table 2, interLATA Access C~nnpen8atiOn and Revenue 
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Requirement, is incorrect. General advises the Commleeion that 

the amount of network compensation stated in Table 2 represents 

revenue from a lease agreement(s1 executed with AT&T on December 

29, 1983, and January 12, 1984, respectively, and later revised 

sometime in August 1984 to include a "true-up" clause. " Fur- 

thermore, General advises that neither of these lease agreements 

w a s  s i te  specific and that a pending lease agreement will be site 

specific and 'change the [interLATA] network compensation to 

General by a significant amount. ' 43  Therefore, General requests 

that Table 2 be revised to reflect both the reconciliation of its 

interLATA network compensation required i n  the Commission's Order 

of November 2 0 ,  1984, a n d ,  also, "adjusted for the known effect 

of the 1985 site specific lease amount.a44 

As indicated above, the Commission will not make any cor- 

rections to the tables attached to its Order of November 20, 

1984, at this time, pending the availability of final 1984 access 

compensation and revenue requirements information. Nonetheless, 

the Commission reminds General that it is still General's respon- 

sibility to file the reconciliation of its 1984 interLATA network 

compensation required in the Commission's Order of November 20, 

" It ahould be noted that t h e m  lease agreements are the subject 
of another cadet before the Commlssiont Case No. 8998, Appll-  
cation of General Telephone Company of Kentucky and ATCT Com- 
munications of the South Central States, Inc.. for Approval of 
the Lease of Certain Property to AT&T Communications of the 
South Central States, Inc. 

4 3  General's petition for rehearing, page 3. 
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1984. Also, the Commission will advise General that to the 

extent that General believes that its 1984 interLATA network 

compensation should be adjusted to reflect 'known and measurable' 

changes that will occur in 1985, then General should file an 

appropriate petition with the Commission. The Commission will 

dispose of 8uch a petition at that time, on its own merits, and 
incorporate its  findings CIB appropriate and in a timely way. 45 

In addition, concerning the tables attached to the Commis- 

sion's Order of November 20 ,  1984, General states that the amount 

of intraLATA network compensation and administrative expense 

stated in Table 4 ,  IntraLATA Access Compensation and Revenue 

Requirement, is based on "a preliminary number which should be 

corrected to reflect the latest Inf~rmation.'~~ Furthemore, 

General states that the amount of Ita 1984 settlements using 1983 

settlement methodology stated in Table 4 "does not include 

private line revenue r e q ~ i r e m e n t . " ~ ~  This reiterates a point 

that has already been discussed. 

Again, as indicated above, the Commission will not make 

any corrections to the tables attached to its Order of November 

20, 1984, at this time, pending the availability of final 1984 

access compensation and revenue requirements information. To the 

" At this paint. the Commission will note that the site specific 
lease agreement with ATbT discussed in General's petition and 
on which General bases  its claim for a "known and measurable' 
adjustment was filed with the Commission on January 11, 1985, 
in Case No. 8998. 

46 Ib id .  

'' Ibid. 
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extent that intraLATA network compensation and administrative 

expense is based on a "preliminary number," it should be adjusted 

as final 1984 access compensation and revenue requirement infor- 

mation is filed by South Central Bell and, as with all such in- 

formation, is subject to the possibility of an audit a6 allowed 

in the Commission's Interim Order of December 29, 1983. 

Second, among the issue areas in General'8 petition for 

rehearing, General states that an ordering paragraph In the Com- 

mission's Order of November 20, 1984, concerning interLATA and 

intraLATA access compensation and revenue requirements 48 

"contains improper terminology, is otherwise ambiguous and is 

incomplete. According to General , the ordering paragraph 

correlates "revenue requirements" and "revenues," and "Revenue 

Requirements and revenues are not s y n o n y m ~ u e . " ~ ~  Aleo, according 

to General, the ordering paragraph Is "unclear as to the precise 

nature of the information upon which these revenue requirements 

are to be baseda51 and "fails to recognize the necessity which 

exists for proper identification of components of the total 

interLATA and intraLATA revenue requirements by revenue 

48 That is: "IT IS FURTHER ORDERED t h a t  interLATA and intraLATA 
revenue requlrements for this case shall be based upon 1984 
settlement8 using 1983 settlement methodology." Order , 
November 20, 1984, page 88. 

General's petition for rehearing, page 3. 49 

50 Ibid pages 3-4. 

51 Ibid., page 4 .  

-35- 



sources, =’* which may change, as in the case of its l ease  

agreement with ATCT. Therefore, General requests that the 

ordering paragraph be modified as follows: 

The interLATA revenue requirement to be used 
for development of tariffs required to be filed by 
this Order, and the intraLATA revenue requirement 
to be used for intraLATA pool settlements in 1985, 
shall be based upon the most current 1984 fnforma- 
tion available using 1983 settlement methodology. 
Any allocation of the total interLATA or intraLATA 
revenue requirement to revenue sources shall recog- 
nize any known and measurable changes &I revenue 
sources which will be in effect in 1985. 

The Commission is of the opinion t h a t  the  ordering para- 

graph in its Order of November 2 0 ,  1904, challenged by General, 

is sufficient to  the determination of access compensation and 

revenue requirements under the compensation plan outlined in the 

Order and should not be modified as requested by General. 

General is the only party in t h e  case to request a change 

in any ordering language, and it appears from the suggested lan- 

guage that General seeks authority to admit ‘known and measura- 

ble. adjustments to its access compensation and revenue require- 

ments that might occur in 1985. No such adjustments are a part 

of the record in this case and m a y  be extraneous to 1984 histori- 

cal experience, which the Commlssion has used to determine baee- 

line access compensation and revenue reguirementa. In the 

absence a€ any evidentiary showing, the Commiseion can make no 
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determination relative to .known and measurable' adjustments and 

will not grant open-ended authority to admit such adjustments, 

Also, General is correct to recognize that the Commieslon 

correlates "revenues' and 'revenue requirements" in its Order of 

November 20, 1984, and that revenues and revenue regUi?%m@ntS are 

not the same, at least in terms of conventional regulatory under- 

standing. The fact that the Commission used the conjunctive form 

"access compensation and revenue requirements" in its Order of 

November 20, 1984, highlights the lack of intrastate access ser- 

vices cost information and, thus, the extent to which '"access 

compensation" must act as a surrogate for 'revenue requirements." 

In the absence of iptrastate access services cost information, 

the only reasonable baais on which the Commission could make 

access compensation and revenue requirements determinations was 

revenue stability, which was an essential feature of the Commis- 

sion's Interim Order of December 29, 1984.  A s  intrastate access 

services cost information becomes available, the Commission will 

be in a position to deviate f r o m  the criterion of revenue 8tabil- 

ity and consider intrastate access servlces investment, expenees, 

and rate of return to determine acce68 compensation and revenue 

requirements. 
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Third,  among the issue areas in Generul's petition for 

rehearing, General states that another ordering paragraph" in 

the Commission's Order of November 20, 1984, should be modified. 

Specifically, General objects to the requirement that local 

exchange carriers file a statement of agreement to participate in 

the intraLATA compensation plan outlined in the Order. General 

states that "to the e x t e n t  that this ordering paragraph requires 

an agreement between General and other local exchange carriers to 

p a r t i c i p a t e  in t h e  intraLATA compensation plan, General believes 

it would be inappropriate (and perhaps illegal). . .. n 5 5  General 

f u r t h e r  explains that its objection to the ordering paragraph is 

not intended "to suggest that the Commission may not order those 

parties [local exchange carriers] to participate in such a plan 

Neither, does General's [ intraLATA compensation plan1 . 
objection to the ordering paragraph "suggest that it would be 

inappropriate for General (or any other local exchange carrier) 

to advise the Commission of its intent to participate in a plan 

established by the Commission. n57 Nonetheless, General requests 

that t h e  ordering paragraph, 

5 6  

5 4  

55 

56 

57 

That i 6 t  *IT IS PURTHER ORDERED that upon the COmmiBSiOn'6 
approval of the SntraLATA compensation agreement ordered 
above, all local exchange carriers except Cincinnati Re11 
shall file with the Comrniseioo a statement of agreement to 
participate in the intraLATA compensation plan." Order, 
November 20, 1984, page 91. 

General's petition for rehearing, pages 4-5. 

I b i d . ,  page 5.  
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. .be modified (1) to eliminate the requirement 
that General and other local exchange carriera file 
a *statement of agreement to participate' in the 
plan; end ( 2 )  to only require that local exchange 
carriers notify the Comiasion of their intent to 
participate5* in the plan established by the 
Commission. 

The Commission w i l l  grant General's requeet to modify the 

ordering paragraph so as to eliminate the requirement that local 

exchange carriers file a statement of agreement to participate in 

the intraLATA compensation plan. However, the CommisPlfon will 

require instead that local exchange carriers notify the Commis- 

sion of their intent to participate in the intraLATA compensation 

plan for the record in this case. 

In t h e  opinion of the Commission, its Order of November 

20, 1984, is sufficient to establish the intraLATA compensation 

plan and all local exchange carriers must comply with the Order. 

Furthermore, as has been indicated elsewhere in this Order, the 

Commission intends to participate in and exercise ita regulatory 

authority relative to the intraLATA compensation plan. 
Independent Telephone Group 

The Independent Telephone Group requested further hearing 

in three general issue areae concerning access campensation and 

revenue requirements in its application for rehearing. 

The Commission is of the opinion that the issues raised by 

the Independent Telephone Group concerning accesa compensation 

and revenue requirements can be addressed through discueelon and 

clarification in this Order. Therefore, the Commiemion w i l i  not 
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grant rehearing on the issues raised by the Independent Telephone 

Group concerning access compensation and revenue requirements. 

First, among the general issues concerning access compen- 

sation and revenue requirements in the Independent Telephone 

Group's application for rehearing, the Independent Telephone 

Group requests that the Commission reconsider its determination 

.that interLATA and intraLATA revenue requirements for this case 

shall be based on 1984 settlements using 1983 settlement method- 
ology . m59 

The Independent Telephone Group sta tes  that the informs- 

tion on which the Commission based its determinations of access 

compensation and revenue requirements "did not separate certain 

revenue requirements nor did it list the categories for revenues 

from some local exchange carriers in order to properly separate 

.GO revenue requirements as to private line and switched access. 

Also, the information "did not provide a section to account for 
Feature Group A and B revenues which would have an impact on 

intrastate revenue requirements.*61 Thus, the Independent Tele- 

phone Group requests that the information be revised to 

59 Independent Telephone Group's application for rehearing, page 

6o I b i d . ,  page 3. Although its petition i o  not explicit, a8 in 
+hscases of Continental and General, presumably, the Inde- 
pendent Telephone Group Intends to include intraLATA foreign 
exchange in its discussion of private line or special accesm. 

1. 

Ibid. 
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separate .switched access from special acces8 and also should 

list all revenues on an intrastate basis. n62 

As touched upon in the case of General, the Commiselon is 

of the opinion that the suggestion made by the Independent Tele- 

phone Group is reasonable and that South Central Bell should file 

revised information concerning interLATA and intraLATA access 

compensation and revenue requirementn, as necessary, to include 

and separate private line and foreign exchange or special access 

and switched access revenues. The information should be separat- 

ed according to revenue categories: that is, at least, according 

to interLATA switched access and special access revenues, intra- 

LATA switched access and special access revenues, including pri- 

vate line and foreign exchange revenues, intraLATA network cost, 

interLATA network lease revenues, as appropriate, intraLATA 

administration expense, intraLATA operator services and directory 

assistance revenues, intraLATA residual distributions, and other 

categories that may be required to develop complete access com- 

pensation and revenue requirements. 

Also, the Independent Telephone Group is correct to note a 

problem relative to Feature Group A and B compensation. Feature 

Group A and B connections allow interexchange carriers to tenni- 
nate both interstate and intrastate interLATA calls at any loca- 

t i o n  within a LATA. In camem where much callr aro cmplatod 

62 Ibid. This statement suggest8 t h a t  the Independent Telephone 
Group is somewhat misinformed. The inEonnation on which the 
Commission based its determinations of access compensation and 
revenue requirements was stated on an intrastate basis. 
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within the territory of a connecting local exchange carrier, no 

revenue problem exists, since such a local exchange carrier is 

compensated through Feature Group A and B rates. In cases where 

such calls are completed in the territory of a non-connecting 

local exchange carrier, a revenue problem arises, since euch a 

local exchange carrier is no t  compensated in any way. 

The Feature Group A and B compensation problem reSUltR 

from the carrier access billing system in use among the local 

exchange carriers. Although the carrier access billing system is 

able to identify call terminations for the purpose of interex- 

change carrier billing, at the present time it is unable to 

separate the same call terminations by local exchange carrier. 

Thus, a l l  Feature Group A and B revenues default to the connect- 

ing local exchange carrier. 

The Feature Group A and B compensation problem is further 

complicated by rate s tructure ,  Under interim access S e r V i C 0 S  

rates in effect under authority of the Commission since January 

1, 1984, Feature Group A and B rates are charged per call. Under 

permanent access services rates scheduled to be effective on 

April 1, 1985, Feature Group A and B rates will be charged on a 

f l a t  rata plan, hemad on an rraumad umaga l a v e 1  of 9,000 m i n u t o r  

per month. Thus, in order to separate Feature Group A and B com- 

geneation among the local exchange carriers, flat rate revenues 

must be converted to a usage basis. 

The Commission will not make a determination concerning 

Feature Group A and B cornpensation at this time. I n s t e a d ,  the 

Commission will require South Central Bell, as intraLATA pool 
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administrator, to file a Feature Group A and B compensation plan, 

including a detailed analysis of revenue impact, at such time as 

South Central Bell can develop a plan and the relate8 informa- 

tion. 

In addition to its request for separated access compensa- 

tion and revenue requirement information, and its statement of 

the Feature Group A and B compensation problem, the Independent 

Telephone Group advised the Commission that local exchange carri- 

ers *had tentatively agreed to a settlement distribution plan for 

1985 which could greatly simplify the Commission's order as to 

the distribution of intraLATA funds.n63 ~lso, the Independent 

Telephone Group suggests that "the Commission should allow us to 

proceed so as not  to disrupt cash flows or budgeting flgure~."~' 

No intraLATA canpensation agreement such as t h a t  referred 
to by the Independent Telephone Group has been presented to the 

Commission for its review and approval, prior to the Commission's 

Order of November 20, 1984, even though its intended effect may 

have been to supersede the "Interim Compensation Annex to the 

Agreement to Provide Telecommunications Services and Pacilities,' 

approved by the Commission in its Interim Order of December 29, 

1983. All local exchange carriers subject to the jurisdiction of 

the Commission shosld be aware that any intraLATA canpensation 

agreement or other contracts that they enter into among 

63 -- Ibfd pages 3-4. 

64  Ibid., page 4. 
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themselves or with their customers are subject t o  t h e  review and 

prior approval of the Commission. 

The Commission does not object to local exchange carriers 

developing and concurring with an intraLATA compensation agree- 

m e n t ,  so l o n g  as  it conforms to the provisions of the C o m m i e -  

sion's Order of November 20, 1984, and is filed with the Commie- 

sion for its review and prior approval. Indeed, as discussed in 

the caie of ALLTEL, In  its Order of November 20, 1984, the Com- 

m i s s i o n  ordered South Central Bell, as intraLATA pool administra- 

tor, to develop and file an IntraLATA compensation agreement and 

technical description to replace the interim compensation plan. 

These documents are now a part of the record in this case. The 

Commission will allow all parties in this case the opportunfty to 

review and comment on the intraLATA compensation agreement prior 

to its approval. 

Also, as discussed i n  t h e  case of ALLTEL, an essential 
feature of both the Commission's Interim Order of December 29, 

1983, and its order of November 20 ,  1984, is revenue stability 

among the local exchange carriers. The intraLATA canpensation 

plan outlined In the Commission's order of November 20,  1984, 

provides revenue stability and will n o t  disrupt .cash flows" or 

"budgeting figures, as suggested by the Independent Telephone 

Group, since baseline access compensation and revenue require- 

menta in 1984 are at least equivalent to 1984 ~ettlements using 

1983 settlement methodology. 

In addition to its request that the local exchange carri- 

ers be allowed to develop an intraLATA compsnsatlon agreement 
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apart from Commission review and approval, the Independent Tele- 

phone Group states  that it Is "concerned about the revenue 
65 requirements for the  average schedule settlement companiesg8 

indicating that South Central Bell had estimated average schedule 

access compensation and revenue requirements based on third quar- 

ter 1983 average schedule settlements inflated by a 6 percent 

growth factor to simulate minimum 1984 access compensation and 

revenue requirements. 66 According to the Independent Telephone 

Group, access compensation and revenue requirements determined i n  

this manner cannot be "considered representative of message 

volumes during 1984 and should be revised based on a settlement 

per message applied to t h e  number of 1984 messages. "67 

The Independent Telephone Group is correct relative to the 

manner in which 1984 settlements using 1983 settlement methodolo- 

gy were estimated at the time of the Commission's Interim Order 

of December 29, 1983. This estimate was used to determine mini- 

mum access compensation and revenue requirements in the Interim 

Order and the basis on which the Commission ordered that .make- 

whole' payments be made to local exchange carriers. 

Unlike the Commission's Interim Order of December 298 

1983, access compensation and revenue requirements discussed in 

65 

66  

67 

I b i d .  

Interim Compensation Annex to the Agreement for t h e  Provision 
Of Telecommunications Services and Facilities, N o v e m b e r  30, 
1983, page 2. 

Independent Telephone Group's application for rehearing, pages 
4-5. 

_I_ 
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the Commission's Order of November 20, 1984, were not determined 

on the basis of estimated 1984 settlements using 1983 settlements 
methodology. Instead, as discussed elsewhere In this Order, 

access compensation and revenue requirements were b a e d  on infor- 

mation concerning interLATA and intraLATA access compensation and 

revenue requirements in 1984 under the interim compensation plan: 

that is, revenues from interim interLATA access services rates 

and intraLATA pool compensation, including 'make-whale' payments 

and residual disbursements. In this manner, the Commission 

detennined baseline 1984 accee~s compensation and revenue require- 

ments in 1984 at least equivalent to 1984 settlements using 1983 

settlement methodology. 

The Commission will not revise 1984 settlements using 1983 

settlements methodology, as the Independent Telephone Group 

requests. On the one hand, the Commission will not revise the 

1983 message volumes used to simulate minimum 1984 access compen- 

sation and revenue requirements in its Interim Order of December 

29, 1983. Such action is not necessary under the Cammission's 

Order of November 20, 1984. Neither will the Commission extend 

the approach used in its Interim Order of December 29, 1983, and 

use 1984 measage volumes to simulate minimum 1985 acceee cmgen- 

eation and revenue requirements, and, thue, order further "make- 

whole' payments. Such an action would continue a system of set- 

tlements that was abolished in the Commission's Order of December 

29, 1983. 

In addition to ita request that the Commission r e v i m  1984 

settlements using 1983 eettlements methodology, t h e  Independent 
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Telephone Graup a l s o  observes that the Commission did not add 

average cost schedule local exchange carrier off iclal toll, 

uncollectibles, and interexchange carrier access billing expenses 

to its  determinations of access compensation and revenue require- 

ments and requests that a[ilndependent company official toll, 

uncollectible expenses and carrier access billing expensee should 

be added to this (19841 settlement figure to arrive at the proper 

1984 revenue requirement for average schedule settlement 

companies. a 6 8  

The Commission will not modify its Order of November 20, 

1984, to  add official toll, uncollectibles, or interexchange 

carrier access billing expenses, at least at this time, and, 

especially, in the absence of a specific evidentiary rhowing that 

any such adjustment is necessary to the financial integrity of 

local exchange carriers under i t s  jurisdiction. 

Official toll expense may be related to either interstate 

or intrastate services. Furthermore, in the i n t r a s t a t e  environ- 

ment, it may be related to local service, toll service, or any 

other lines of business in which a local exchange carrier might 

engage. A t  the present time, official toll expense can be recog- 

nized on a market basis: that is, it r e s u l t 8  from interstate and 

intrastate interLATA or intraLATA market6 toll charges. NO 

information is available that allocates official toll expense 

according to l i n e a  of bu8~nees.  Therefore, in the opinion of the 

Comrnleeion, until such time as information is available that 

68 Ibfd page 5 .  
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allocates official toll expense according to lines of business, 

market assignment is the only reasonable basis on which to 

recover official toll expense. 

In the opinion of the Commission, interstate official toll 

expense should be assigned to the interstate market and recovered 

in the interstate jurisdiction through access services rates 

applicable to the interstate environment. Therefore, insofar aa 

interstate access services rates may be inadequate to recover 

interstate oLficial toll expense, local exchange carriers should 

seek an adjustment in interstate access services rates from the 

PCC . 
Likewise, the Commission is of the opinion that intrastate 

interLATA official toll expense should be assigned to the inter- 

LATA market and recovered in the interLATA market through access 

aervices rates applicable to the interLATA market. Therefore, 

insofar as Intrastate interLATA access services rates may be 

inadequate to recover interLATA official toll expense, local 

exchange carriers should seek an adjustment of interLATA access 

services rates from the Commission. Of course, as discussed 

elsewhere in this Order, the opportunity to recover intrastate 

interLATA official toll expense in this manner is contingent on 

the development of intrastate access services cost information. 

In the case of intrastate intraLATA official toll expense, 

the  Commission will take notice of the fact that at the present 
time intraLATA official toll calls are not billed among local 

exchange carriers and official toll revenues are not reported to 

the intraLATA pool. Therefore, until such time as intrastate 
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intraLATA official toll calls are billed and official toll 

revenues are reported to the intraLATA pool, intraLATA official 

toll expense does not represent a cost of business that requires 

a change in the intraLATA compensation plan. 

Furthermore, on the subject of intrastate intraLATA off 1- 

cia1 toll, the Commission is of the opinion that intraLATA offi- 

cial toll calls should be billed and that intraLATA official toll 

revenue should be reported to the intraLATA pool, and that, upon 

such billing and reporting, intraLATA official toll expense 

should be recovered from the intraLATA pool. In the opinion of 

the Commission, such billing and reporting of intraLATA official 

toll will encourage cost control among local exchange carriers. 

Therefore, the Commission will require South Central Bell, as 

administrator of t h e  intraLATA pool, to develop and file an 

intraLATA official toll compensation plan with the Commission, 

including a detailed analysis of revenue impact, at such time as 

South Central Bell can develop a plan and the related 

information. 

Lastly, on the subject of both intrastate interLATA and 

intr8LATA official toll, t h e  Commission will t a k e  notice of the 

fact that total Intrastate official toll expense is embedded i n  

1984 settlements using 1983 settlements methodology, Thus, it 

appears that the Independent Telephone Group reques t s  that the 

Commiseion recognize not only embedded official toll exponee, 

but, also, an additional official toll expense at least equal to 

the embedded official toll expense. This the Commission will n o t  

do 
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I n t e r s t a t e  u n c o l l e c t i b l e s  a n d  i n t e r e x c h a n g e  carrier access 

b i l l i n g  e x p e n s e s  h a v e  been  r e c o g n i z e d  i n  i n t e r s t a t e  access 

s e r v i c e s  r a t e  deve lopmen t .  Thus, t o  t h e  e x t e n t  t h a t  a local 

e x c h a n g e  carr ier  adopts e i ther  N a t i o n a l  Exchange Car r i e r  A s s o c i a -  

t i o n  access s e r v i c e s  rates or i t a  own i n t e r s t a t e  access s e r v i c e s  

rates i n  t h e  i n t r a s t a t e  interLATA m a r k e t ,  and  to  t h e  e x t e n t  t h a t  

i n t r a s t a t e  interLATA u n c o l l e c t i b l e s  and i n t e r e x c h a n g e  carrier 

b i l l i n g  e x p e n s e s  a p p r o x i m a t e  i n t e r s t a t e  e x p e n s e s ,  t h e n  t h e  local 

e x c h a n g e  carrier s h o u l d  r e c o v e r  these e x p e n s e s  i n  t h e  i n t e r s t a t e  

and i n t r a s t a t e  interLATA m a r k e t s  t h r o u g h  its access s e r v i c e s  

rates. However, i n  the e v e n t  t h a t  a local e x c h a n g e  carrier c a n  

d e m o n s t r a t e  t h a t  its access s e r v i c e s  rates do n o t  recover e i t h e r  

interstate or intrastate interLATA uncollectibles a n d  i n t e r e x -  

c h a n g e  carrier access b i l l i n g  e x p e n s e s ,  t h e n  t h e  local  e x c h a n g e  

carrier should s e e k  a n  a d j u s t m e n t  i n  Interstate access s e r v i c e s  

rates f rom t h e  FCC and an adjus tment  i n  i n t r a s t a t e  interLATA 

access s e r v i c e s  rates from t h i s  Commission. 

A s  i n  t h e  case of i n t r a s t a t e  o f f ic ia l  t o l l  e x p e n s e ,  t o t a l  

i n t r a s t a t e  u n c o l l e c t i b l e s  e x p e n s e - - t h a t  is, i n t r a s t a t e  interLATA 

a n d  intraLATA u n c o l l e c t i b l e 8  e x p e n a e - - i s  embedded i n  1984 sett le- 

m e n t s  u s i n g  1983 s e t t l e m e n t s  me thodo logy .  69 Also, as i n  t h e  case 

o f  i n t r a s t a t e  o f f i c i a l  t o l l  expense, it appears t h a t  t h e  

I n d e p e n d e n t  T e l e p h o n e  Group r e q u e s t s  t h a t  t h e  Commission 

r e c o g n i z e  n o t  o n l y  total i n t r a s t a t e  embedded u n c o l l e c t i b l e s  

69 The embedded u n c o l l e c t i b l e s  e x p e n s e  I n  t h e  1984 s e t t l e m e n t s  
u s i n g  1983 s e t t l e m e n t s  methodology is 1.98 p e r c e n t  of b i l l  
toll revenue . 
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expense, as well as uncollectibles expense as recognized in 

interstate access services rates applied to the intrastate ' 

interLATA markdt, but, also, an additional uncollectibles expenee 

at least equal to total intrastate embedded uncollectibles 

expense. Again, this the Commission will not do. 

b 

In addition to its request that the Commission add average 

cost schedule official toll, uncollectibles, and interexchange 

carrier billing expenses to its determinations of access canpen- 

sation and revenue requirements, the Independent Telephone Group 

advises the Commission that average cost schedule "private line 

revenue requirements were not shown on the exhibit originally 

filed by South Central Bell. *'* Also, the Independent Telephone 

Group states that if average cost schedule 'prlvate line 

settlements are allowed to be administered separately outside the 

intraLATA pool, then they would not have to be reported on a 

revised exhibit. "71 And, the Independent Telephone Group 

requests that "the Commission remove the  special accesa from the 

intraLATA pool and allow it to be administered separately so as 

not to distort switched access in the intraLATA en~iranment."'~ 

The question of whether private line and foreign exchange 

or special access revenues should or should not  be included in 

70  

31 

72 

Independent Telephone Group's application for rehearing, page 
5. Although it5 application is not specific, as in the cases 
of Continental and General, presumably, the Independent 
Telephone Group intends to include intraLATA foreign exchange 
in its discussion of private line or special access. 

I b i d .  - 
I b i d .  - 
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the Commission's determinations concerning access compensation 

and revenue requirements has been discussed in the case of 

General. Specifically, the Commission is of the opinion that 

private line and foreign exchange or special access revenues 

should be included. 

Also, the question of whether private line and foreign 

exchange  or s p e c i a l  access compensation should or should not be 

separate from other intraLATA pool compensation h a s  been dis- 

cussed in the case of Continental. Specifically, the Commission 

will allow private line and foreign exchange  or special access 

compensation to occur on a separate basis. 

In addition to its comments concerning private line and 

foreign exchange or special access revenues and compensation, t h e  

Independent Telephone  group sta tes  t h a t ,  

The Commission seems to g r a n t  p r e f e r a b l e  c o n d i t i o n s  
to the cost settlement companies when. . .it states 
that the Commission will establish interLATA and 
intraLATA revenue requirements based on 1984 set- 
tlements using 1983 settlement methodology as 
reported by South Central Bell in r e s p o n s e  to  the 
Commission's Order of D e c e m b e r  29, 1983 except in 
the cases of Cincinnati Bell, General, and South 
Central Bell where information is available that 
permits adjustments ,50 interLATA and intraLATA 
revenue requirements. 

The Independent Telephone Group further states that the 

Commission "seems to indicate that those campanies and only those 

companies will be allowed to increase their revenue requirements 

based on increased investments or expenses" 74 and that "if the 

33 -- Ib id  ' page8 5-6 .  
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Commisssion is willing to allow increases for the cost settlement 

companies, that  it ellow increases in the surrogate 1983 average 
schedules as well. "75 

Apparently, the Independent Telephone Group misunderstands 

the Conuniesion'e actions i n  its Order of November 20, 1984, con- 

cerning Cincinnati Bell's, General's, and South Central Bell's 

access compensation and reverrue requirements , Adjustments were 

made to interLATA access compensation and revenue requirements in 

these cases, No adjustments were made to intraLATA access com- 

pensation and revenue requirements in these cases. 

The adjustmente to InterLATA access compensstion and reve- 

nue requirements made in the cases of Cincinnati Bell, General, 

and South Central B e l l  were not based on any changes ln inveet- 

ment or expenses, Instead, the adjustments to InterLATA access 

compensation and revenue requirements were based on analyses of 

lost toll revenue due to the introduction of interLATA m a r k e t 8  

--that is, essentially, on a cost schedule basls, 1984 interLATA 

settlements using 1983 settlements methodology. No average cost 

schedule local exchange carriers filed similar analyses, leaving 

the Commission only absolute 1984 interLATA revenues a9 the basis 

for determining average cost schedule interLATA access 

compensation and revenue requirements. In any event, whether on 

a cost schedule or average cost schedule basis, the canbination 

of interLATA and intraLATA revenues generates base l ine  1984 

acceas compensation and revenue requirements st least equivalent 



I 

to 1984 settlements using 1983 settlement methodology. Thus, 

both in the case of cost schedule and average cost schedule local 

exchange carriers, the Commission assured the objective of 

revenue stability stated in its Order of December 29, 1983. 

Also, the Commission did not intend to indicate in its 

Order of November 2 0 t  1984# that only  cost achedule local 

exchange carriers could increase access compensation and revenue 

requirements. Any local exchange carrier may petition the Com- 

mission at any time for an adjustment in access compensation and 

revenue requirements. However, any such petition must be accom- 

panied by specific evidentiary showing, including intrastate 

access services cost information. 

Second, among t h e  general issue areas concerning ticcess 

compensation and revenue requirements in the Independent Tele- 

phone Group's application for rehearing, the Independent Tele- 

phone Group requests that the Commission reconsider its detenni- 

nation that, 

. . .intraLATA pool compensation should take place 
in the following sequence. First, recovery of each 
LEC's Access Service Tariff Traffic Sensitive[,] 
Billing & Collection and Special Access Rates, 
second, for cost schedule companies intraLATA 
network and administrative expense reimbursement, 
and t h i r d ,  an LEC specific intraLATA CCLC type com- 
poneat.ion rate designed to reaidua+&y match each 
LEX'S intraLATA revenue requirement. 

The Independent Telephone Group further states that the 

Commiseion should allow local eKchange carriern to develop and 

implement their own IntraLATA compensation plan and that, in the 

76 Ibid., page 2. 
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event the Commission does not allow local exchange carrier. t o  

develop and implement their own intraLATA compensation plan, -the 

Independent Telephone Group is concerned that once the recoveries 

that the Commission has allowed from the pool are completed there 

will not be any residual or possibly even a negative re~idual."~ 

Alao, the Independent Telephone Group states that, in the event a 

negative residual occurs, it "disagrees that there would be any 

justification for network companies being guaranteed a rate of 

return (12.75%) t h a t  may well be in excess of the rate of return 

which the pool experiences as a whole or the rate of return for 

the prior year. m78 The Independent Telephone Group concludes 

that it "sees  no reason for the network type companies to be 

guaranteed larger rates of return on network investments while 

the smaller, rural independent companies will not be guaranteed 

any rate of return out of the intraLATA ~ 0 0 1 . ~ ~ ~  Therefore, the 

Independent Telephone Group recommends that .the Conaniseion 

consider allowing the network companies to recover only their 

achieved rate of returns from the prior year on their network 

investments. a80 

The sequence of intraLATA pool compensation specified in 

the Commission's Order of November 20, 1984, resembles the gener- 

al operation of the intraLATA pool under the interim compensation 

" -* Ibld page 7. 
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plan . That is, under the interim compensation plan, local 

exchange carriers receive intraLATA pool cornpensation for message 

and wide area toll services, customer toll billing expenses, toll 

private line and foreign exchange or special access services, 

toll operator servLces and directory assistance. ~lso, local 

exchange carriers receive intraLATA pool compensation for toll 

network and administrative expenses. In addition, local exchange 

carriers receive "make-whole" payments as necessary. And, last- 

ly, local exchange carriers receive residual payments. 

In setting a sequence of intraLATA pool campensation, the 

Commission set intraLATA pool compensation priorities, which, in 

the opinion of the Commission, are reasonable priorities and 

should not be changed, except to acknowledge that the Commission 

will allow private line and foreign exchange or special access 

compensation to occur separate from other intraLATA pool 

compensation. 

The Independent Telephone Group's objection to the 

sequence of intraLATA pool canpensation specified in the Cammis- 

sion's Order of November 20, 1984, seems to be incidental to its 

primary concern: that is, that a f t e r  intraLATA pool compensation 

related to traffic sensitive rate elements, customer billing and 

collections, and network and administrative exponoes occurd, 

there may not be any funds available for reeidual compeneation, 

or, in the worst case, there may be a negative residual in the 

intraLATA pool. The Commission acknowledged this possibility in 

the Order. However, at the same time, the Commission sought to 

amaure the integrity of the intraLATA pool in stating that, 
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. . .it is incumbent upon SCB to certify to the 
Commission that its toll service schedules generate 
funds suEficient to meet the intraLATA revenue 
requirement stated in this Order. In the event 
that a significant difference exists, toll sergice 
schedule rate adjustments may be in order. . .. 
The information required by the Order and necessary to the 

evaluation of funds available for intraLATA pool compensation has 

been filed by South Central Bell and is now a part of the record 

in this case. The Commission will allow all local exchange car- 

riers the opportunity to review and comment on the information. 

Comments should be filed with the Commission w i t h i n  20 day8 from 
the date of this Order. In the event that the Commission 

receives comments that require either a formal conference or a 

hear ing ,  such a formal conference or hearing may be scheduled. 

The Independent Telephone Group’s conditional objection to 

network local exchange carriers receiving a 12.75 percent rate of 

return on network investment in the event of a negative residual 

in the intraLATA pool is misplaced. All local exchange carriers 

receive rates of return from the intraLATA pool. 

Interstate access services rates include a 12 - 7 5  percent 

rate of return. Likewise, insofar as local exchange carriers 

adopt either National Exchange Carrier Association access aer- 

vices rates or their own interstate access services rates for use 

in the intrastate interLATA market? then intrastate interLATA 

access services rates also include a 12.75 percent rate of return 

in t h e  intrastate interLATA market. 

*’ Order, November 20, 1984, page 55. 
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In terms of intraLATA pool compensation, since intra6tate 

interLATA traffic sensitive rate elements are used to recover 

revenues from the intraLATA message and wide area telecmmunlca- 

tions pool and include a 12.75 percent rate of return, intra*ATA 

message and w i d e  area telecommunications pool compensation 

includes a 12.75 percent rate of return. 

In the case of cost schedule local exchange carriers, 

intraLATA private line and foreign exchange or special access 

pool compensation includes a 10.86 percent rate of return, based 

on 1983 cost schedule settlements. In the case of average cost 

schedule local exchange carriers, the rate of return included in 

intraLATA private line and foreign exchange or special access 

pool compensation is unknown, although it is embedded in the 1966 

private line cost. schedule and is probably less than 10.86 

percent . 
Like intraLATA message and wide area telecommunications 

pool compensation, intraLATA network cost includes a rate of 

r e t u r n  of 12.75 percent. Although the Independent Telephone 

Group now objects to this rate of return, it did not do BO at the 

time of the Commission's Interim Order of December 29, 1983, when 

it was allowed under the interim compensation plan. At this 

time, the Commission ~ e e s  no reason to modify intraLATA network 

cost rate of return. 

XntraLATA administrative expense does not include a rats 

of return. Neither does any residual compensatfon from the 

intraLATA pool include a rate of return. Xn the opinion of the 
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Conunissfon, neither administrative expense nor residual compensa- 

tion should include d rate of return. 

In the absence of intrastate access services cost informa- 

tion neither the Commission nor any local exchange carrier can 

determine the overall rate of return achieved by the intraLATA 

pool or the overall rate of return achieved by any local exchange 

carrier on either interLATA or intraLATA access services. At 

this time, on the basis of available information, t h e  m o s t  that 

the Commission can do and has done is recognize rate of return 

cangonente in access services rates and under cost schedule and 

average cost schedule settlements. 

Third, among the general issues concerning access cmpen- 

sation and revenue requirements in the Independent Telephone 

Group's application for rehearing, the Independent Telephone 

Group requests that the Commission reconsider its determination 

"that the make whole compensation mechanism be discontinued in 
the intraLATA access campensation plan. " 8 2  

Specifically: 

The Independent Telephone Group suggests t h a t  the 
m a k e  whole canpensation mechanism was a necessary 
part of the interim plan because South Central Bell 
is t h e  only party (along with Commission approval) 
that controls toll rate schecfules within the Com- 
monwealth. If toll revenues within the pool are 
not sufficient to meet all the revenue requirements 
it Is the direct responsibility of the party filing 
the toll rate schedules. If members of the Inde- 
pendent Telephone Group have no control over those 
schedules, they also ave no control over the reve- 
nue within t h e  pool. 80 

** Independent Telephone Group's application for rehearing, page 

83 Ibid., page 8. 

2 .  
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In lieu of 'make-whole' payments, the Independent Tele- 

phone Group recommends that, 

. . .the Commission could expand on their require- 
ment that South Central Bell certify that suffi- 
cient toll revenues will be generated in the fund 
to meet all of the revenue requirements of the par- 
ticipants at the beginning of the plan. The Com- 
mission should require South Central Bell to certi- 
fy t h a t  revenue requirements will be met with every 
toll rate filing South Central Bell makes within 
the intrastate environment. . .. The Independent 
Group asks that the Commission require South 
Central Bell to certify the revenue requirement 
achievement for all companies out of the intraLATA 
pool with any to& rate schedule change South 
Central Bell files. 

The Commission will not reconsider the elimination of 

"make-whole" payments. In its Order of November 20, 1984, the 

Commission stated that, 

. . .under its interim access compensation plan,  
the Commission provided a make-whole compensation 
mechanism to assure revenue stability among the 
local exchange carriers. In view of the substan- 
tial uncertainty concerning revenue requirement at 
the time of the Commission's Interim Order, the 
make-whole compensation mechanism was a prudent 
condition for allowing access service tariffs to 
become effective. Under the access compensation 
plan outlined in this Order, a make-whole compensa- 
tion mechanism is no longer necessary, as 1984 
baseline net make-whole compensation has been 
incorporated into the intraLAz$ revenue requirement 
established and stated above. 

I n s o f a r  a s  1984 "make-whole" payments have been included 

in local exchange carrier access compensation and revenue 

requirements, the Commission has assured revenue stability, at 

least from an historical baseline. Furthermore, as discussed 

*' Order, November 20, 1984, page 56. 
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above, the Commission has required South Central Bell to file 

information to aesure that its toll schedules meet intraLATA 

access canpensation and revenue requirements discussed in the 

Commission's Order of November 20, 1984. The information h a s  

been filed and is now a part of the record in this case. The 

Commission will allow local exchange carriers to review and 

canment on the information, as indicated above. 

I n  the future, it will be incumbent on local exchsnge 

carriers to scrutinize toll schedule rate adjustment8 and partic- 

ipate in any such proceedings before t h e  Commission, in order to 

express their interest. However, at the same time, the Commia- 

sion will acknowledge the recommendation made by t h e  Independent 

Telephone Group and require South Central Bell to detail the rev- 

enue impact on intraLATA pool compensation of any toll schedule 

rate adjuatment that it might file. 

South Central Bell 

south Central Bell discussed intraLATA pool compensation 

and requested reconsideration or clarification on two issues 

concerning access compensation and revenue requirements in ita 

petition for rehearing. 

Pirst, South Central Bell states the position that ' intra-  

LATA pool settlements are a matter of contractual agreement 

between the local exchange companies and thus are outside the 

jurisdiction of the Commiseion. . .. r *6  A t  the same t i m e ,  South 

Central Bell acknowledges that the intraLATA spool campenration 

South Central Bell's petition for rehearing, page 9. 86 
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plan ordered by the Commission generally conforms with the 

agreement reached by the LECs. 187 

south Central Bell further explains that 

The LECs had negotiated an access charge set- 
tlement plan to eliminate the make-whole mechanism 
and distribute residual revenues based on propor- 
tionate LEC access lines. Under that plan the 
independents would have used company-specific, 
make-whole CCL rates similar to the approach con- 
tained in the Order. However, the Company had 
agreed in those negotiations to use for its CCL 
rate, the average of the independent c o w a n y  CCL 
rates rather than its own make-whole rete. 

As discussed in t h e  cases of General and the Independent 

Telephone Groupc to the extent that local exchange carriers have 

negotiated an intraLATA compensation plan to replace the interim 

compensation plan approved in the Commission's I n t e r i m  Order of 

December 29, 1983, they have to do so with the knowledge or par- 

ticipation of the Commission. 

In any event, the Commission does n o t  object to local 

exchange carriers developing and executing contracts. However, 

all local exchange carriers subject to the jurisdiction of the 

Commission should be auare that all contracts entered into among 

themselves or with their customers are subject to the review and 

prior approval of the Commission, and must conform to statutory 

requirements, the Commission's administrative regulations, and 

O r d e r 8  of t h e  Commission, as appropriate. 

Ibid.  

Ibid. 

- 
- 
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In the case of the intraLATA compensation plan, this means 

that any agreement among local exchange carriers must conform to 

the provisions of the Commission's Order of November 20, 1984. 

Indeed, as discussed elsewhere in this Order, in its Order of 

November 20, 1984, t h e  Commission ordered South Central Bell, as 
intraLATA pool administrator, to develop and file an intraLATA 

compensation agreement and technical description with the Commis- 

sion to replace the interim compensation plan. These documents 

are now a part of the record in this case and the Commission will 

allow all parties in this case the opportunity to review and 

comment on the intraLATA compensation agreement prior to its 

approval, as indicated elsewhere in this Order. 

The Commission is pleased that the intraLATA pool compen- 

sation agreement reached by the local exchange carriers generally 

conforms to the plan outlined In the Commission's Order of Novem- 

ber 20, 1984. Nonetheless, to the extent that the agreement 

deviates from the Order, it must be revised. Specifically, based 

on South Central Bell's comments, the Commission will not allow 

South Central Bell to use an average of all other local exchange 

carriers' residual rates as its own residual rate. Such an 

approach would not accurately reflect South Central aell'm remid- 

ual needs. Xnstead, South Central Bell must develop a residual 

rate specific to the Commission*s determination of South Central 

Bell's intraLATA access compensation and revenue requirements. 

-63- 



South Central Bell requests that the Commission reconeider 

89  including private line with other intraLATA pool compensation: 

The LECs have handled and will continue to handle 
t h e s e  revenues outside the intraLATA pool under 
separate agreement. The intraLATA pool is Current- 
ly comprised of MTS [Message Telecommunfcations 
Service] and WATS [Wide Area Telecommunications 
Service] revenues only, The Company therefore 
requests the deletion of "special access rates" 
from &&e Commission's description of the intraLATA 
pool . 
As discussed in the cases of Continental and the Independ- 

ent Telephone Group, the Commission will allow private line and 

foreign exchange or special access campensation to occur separate 

from other intraLATA pool compensation. 

However, as discussed in the cases of General and the 

Independent Telephone Group, the Commission is of the opinion 

that private line and foreign exchange or special access compen- 

sation should be included in the Commission's determinations con- 

cerning access compensation and revenue requirements. Therefore, 

to the extent that private line and foreign exchange or special 

access compensation has not been reflected in the information 

filed with the Commission by South Central Bell, the information 

should be revised to include private line and foreign exchange or 

special access compensation. 

Although Ita petition is n o t  explicit, as in the caaee of 
Contfnental, General, and the Independent Telephone Group, 
presumably, South Central Bell intends to include intraLATA 
foreign exchange in its discussion of private line or special 
access. 

South Central Bell's petition for rehearing, page 10. 90 
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Also, South Central Bell requests that the Commission 

allow the local exchange carriers to adjust information contained 

in Table 4, IntraLATA Access Compensation and Revenue Require- 

ment, attached to the Commission's Order of November 20, 1984, 

since it contains: 

. . .several mismatches in revenues due to errors 
in reporting by LECs or apparent misunderstanding 
on the part of the Commission. T h e s e  include the 
omission of 800 service revenues, the inadvertent 
inclusion by SCB of four month's private line reve- 
nue, and the inclusion of several LECs' InterLATA 
special access revenues in residually computing the 
make w & l e  intraLATA MTS and WATS revenue require- 
ments. 

As discussed in the case of General, to the extent that 

the information on which the Commission based its determinations 

concerning acceas compensation and revenue requirement6 in ita 

Order of November 20, 1984, contains preliminary estinatee, omis- 

sions, or errors, then Soilth Central Bell should correct the in- 

formation, as necessary, subject to the review of the Commission 

and audit by other local exchange carriers under the option to 

seek an audit pursuant to the Commission's Interim Order of 

December 29, 1983. 

Rates and Tariffs 

ALLTEL and the Independent Telephone Group requested an 

extension oil time to file tariff8 rsqulred in the Cmmlm~ion's 

Order of November 20, 1984. These and other extension of time 

requests were granted in the Commission's Order of December 20, 

1984 . 
91 I b i d . ,  pages 10-11. 
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In addition to the extension of time, in its application 

for rehearing, the Independent Telephone Group notes that 

although t h e  Commission allowed local exchange carriers to adopt 

the National Exchange Carrier Association tariff for intrastate 

interLATA use, it .failed to specify the effective date of the 

latest version of the NECA [National Exchange Carrier Associa- 

tion] tariff which it will allow the local exchange carriers to 

mirror. m92 Furthermore , the Independent Telephone Group requests 
that .the Commission order LECs concurring in the intrastate 

mirroring of the interstate tariff to do so based on the NECA 

Tariff approved and effective on December 1, 1984m,93 because 

that version of the National Exchange Carrier Association tariff 

'reflects the latest cost data available from all t h e  local 

exchange carriers utilizing the NECA Tariff. .94 

The Commission is n o t  aware of a National Exchange Carrier 

Association tariff version "approved and effective" on December 

1, 1984. On the other hand, the Commission is aware that the 

National Exchange Carrier Association filed an application with 

the FCC on or about December 1, 1984, to increase interstate 

National Exchange Carrier Association rates, which t h e  PCC 

approvod on Jrnuary 15 ,  1985, with certain modifications. Pre- 

sumably, it is the National Exchange Carrier Association tariff 

92 Independent Telephone Group's application for rehearing, page 

93 -- f b i d  pages 9-10, 

9 4  fbid , page 10. 

9.  
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version filed with the National Exchange Carrier Association rate 

application that the Independent Telephone Group asks the Commls- 

sion to allow local exchange carriers to adopt. 
* 

The Commission will deny the Independent Telephone Group's 

request that the Commission allow local exchange carriers to 

adopt the December 1, 1984, version of the National Exchange Car- 

rier Association tariff. Insofar as the December l, 1984, ver- 

sion of the National Exchange Carrier Association tariff includes 

interstate rate adjustments that have been neither filed with the 

Commiasion n o r  P w a m i n e d  by the Commission, the Commission would 

be forsaking its statutory responsibilities concerning intrastate 

rate adjustments if it allowed the Independent Telephone Group to 

adopt the December 1, 1984, version of the National Exchange Car- 

rier Association tariff. This the Commission will not do. 

A s  stated elsewhere in this Order, local exchange carriers 

under the jurisdiction of the Commission may aUopt National 

Exchange Carrier Association rates, rules, and regulations for 

intraqtate fnterLATA use as effective with the FCC on May 25, 

1 9 0 4 ,  except as certain modifications are required to conform to 

the Commission's Order of November 20 ,  1984 ,  and as certain modi- 

fications m a y  be required in subsequent Orders of the Commission. 

This clarification should eliminate any doubt concerning the 

Commission's Order of November 20, 1984, on the matter of the 

National Exchange Carrier Association tariff version acceptable 

to the Commi8sion. 95 

~ '' Order, November 20 ,  1 9 R 4 ,  dlnmin9ian a t  page8 58-59, and 6 8 .  
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In order t h a t  t h e  Commission's intentions concerning 
intrastate access services tariffs are as clear as possible to 

all parties in this case, the Commission will reiterate two con- 

clusions stated in its Order of November 20, 1984. 

First, in no case will the Commission allow intrastate 

access services tariffs to cite or reference any other interstate 

or Intrastate access services tariffs as to rates, rules, and 

regulations, unless the cited or referenced access service8 tar- 

i f f  is also f i l e d  and maintained w i t h  the Commission,g6 

Second, the Commission will not allow automatic changes to 

intrastate access services tariffs rates, rules, and regula- 

tions . '' Any changes to intrastate access services tariffs 

rates, rules, and regulations must conform with normal tariff 

filing procedures, as stated in the Commission's enabling statute 

and in the Commission's administrative regulations. 

Cost of Service 

In its application for rehearing, the Independent Tele- 

phone Group requested that the Commission reconsider its position 

concerning intrastate access services cost information, as stated 

in the Commission's Order of November 20, 1984. 98 

96 -- IbId , discussion at pages 62-63. 
'' Xbld , dlecuasion at pagsrr 5R and 76. 

That is: "The Commission finds that each LEC should develop 
company-specific cost Information. Absent any showing of 
compelling circumstances, nb 1 , W  Rhrrll  m a k e  mny p r ~ p o ~ ' o l  to 
alter or increase the access charge structure and rates 
approved herein." Order, November 20, 1984, page 85. 
Also, additional discussion may be found at pages 47-48, and 
83-85. 
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Specifically, the Independent Telephone Group observes 

that the Commission ordered local exchange carriers to "immedi- 

ately begin developing company specific cost separation 

studies,"99 either individually or collectively, "in anticipation 

of the time when each LEC may be required to stand alone relative 

to the interLATA and intraLATA marketplaces. "100 

The Independent Telephone Group objects that while the 

Commission discusses company-specific cost information, it seems 

to require a cooperative effort that would result in a continua- 

tion of average cost schedules. Also, the Independent Telephone 

Group objects that the Commission did not provide for the 

recovery of cost Separations study expenses. And the Independent 

Telephone G r m p  objects that cost separations studies would place 

an unfair financial burden on small local exchange carriers. 

Therefore, the Independent Telephone Group "asks that the 

Commission reverse its requirements that all Local Exchange Car- 

riers immediately begin cost separation studies and instead sug- 

gest that they begin implementing studies. "101 

The Commission will not reverse its position concerning 

intrastate access services cost information. 

In its Order  of N o v e m b e r  2 0 ,  1 9 8 4 ,  and in this Order ,  the 

Commission discussed the lack of information concerning 

99 Independant Telephone Group'o application for rehearing, psga 
10 .  

loo -. Ibid page 11. 

101 Xbid.,  page 1 2 .  
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Intrastate access services cost information and the impact of the 

lack of information on access compensation and revenue require- 

ments, rate design, and other issues. The situation has not 

changed and the Commission is still of the opinion that intra- 

state access services cost information is essential and must be 

developed. 

In suggesting that local exchange carriers might cooperate 

in developing intrastate access services cost information, t h e  

commission noted that "Such a cooperative effort would encourage 

administrative efficiency and permit cast sharing among the 

Contrary to the Independent Telephone Group'8 LEGS .* 

interpretation, the Commission did not Intend to encourage a 

continuation of average cost schedules, either on an intrastate 

basis or on an interstate basis, under National Exchange Carrier 

Association average cost studies used to support interstate 

access services rates. Instead, the Commission intended to 

encourage the cooperative development of cost aeparations 

procedures that could  be appl i ed  to each individual local 

exchange carrier's investment and expense ClrCUmBtdnCeS. 

102 

The Independent Telephone Group is correct to n o t e  that 

t h e  Commisalon did not dlscuse t h e  recovery of coet separations 

study expenses in Its Order of November 20, 1984. However, to 

the e x t e n t  that cost schedule local exchange carriers now recover 

cost separations study expenses  through toll and acce88 services 

rates, then average schedule local exchange carriers will be 

lo2 Order, November 20, 1984, page 48. 
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eligible for expense recovery in the same manner, at such t h e  as 

they incur coat  separations rstudy expenaes,  

Finally, the matter of whether cost separation8 studies 

will or will not impose an unfair financial burden on small local 

exchange carriers is a matter of evidentiary showing. In t h e  

absence of any specific information, the Commission cannot arrive 

at any determination concerning the absolute cost or relative 

impact of cost separations studies on any given local exchange 

carrier's earnings. 

Findings and O r d e r s  

Having considered the  evidence of record and being 

advised, t h e  Commission is of t h e  opinion that for all of t h e  

reasons enumerated herein, the petitions for r e h e a r i n g  not 

otherwise addressed i n  the Commission's Order in this m a t t e r  

dated February 4, 1985, or clarified in this Order, should be 

denied 

IT IS THEREFORE ORDERED that the petltlons for rehearing 

not otherwise addressed in the Commission's Order in this matter 

dated February 4, 1985, or clarified in this Order, be and they 

hereby are denied. 

IT IS FURTHER ORDERED that the Commieeion'e Order dated 

November 20, 1984, be and it hereby is affirmed in all other 

respects. 
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Done a t  F r a n k f o r t ,  Kentucky, t h i s 2 5 t h  day February, 1985. 

PUBLIC SERVICE COHMISSION 

ATTEST L 

Secretary 


